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The Medicare Payment Advisory Commission (MedPAC) is an independent congressional 

agency established by the Balanced Budget Act of 1997 (P.L. 105–33) to advise the U.S. 

Congress on issues affecting the Medicare program. In addition to advising the Congress on 

payments to health plans participating in the Medicare Advantage program and providers in 

Medicare’s traditional fee-for-service program, MedPAC is also tasked with analyzing access 

to care, quality of care, and other issues affecting Medicare.

The Commission’s 17 members bring diverse expertise in the financing and delivery of health 

care services. Commissioners are appointed to three-year terms (subject to renewal) by the 

Comptroller General and serve part time. Appointments are staggered; the terms of five or six 

Commissioners expire each year. The Commission is supported by an executive director and 

a staff of analysts, who typically have backgrounds in economics, health policy, and public 

health.

MedPAC meets publicly to discuss policy issues and formulate its recommendations to 

the Congress. In the course of these meetings, Commissioners consider the results of staff 

research, presentations by policy experts, and comments from interested parties. (Meeting 

transcripts are available at www.medpac.gov.) Commission members and staff also seek input 

on Medicare issues through frequent meetings with individuals interested in the program, 

including staff from congressional committees and the Centers for Medicare & Medicaid 

Services (CMS), health care researchers, health care providers, and beneficiary advocates.

Two reports—issued in March and June each year—are the primary outlets for Commission 

recommendations. In addition to annual reports and occasional reports on subjects requested 

by the Congress, MedPAC advises the Congress through other avenues, including comments 

on reports and proposed regulations issued by the Secretary of the Department of Health and 

Human Services, testimony, and briefings for congressional staff. 
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C H A P T E R    1
Chapter summary In this chapter
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Cost sharing under Medicare’s FFS 
benefit

1

Introduction
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Employer-sponsored retiree plans

 

Medigap plans

T A B L E
1–1 Premiums and cost-sharing requirements for Part A services in 2012

Category Amount

Premiums $0 if entitled to Social Security retirement or survivor benefits, railroad retirement benefits,  
Social Security or railroad retirement disability benefits, or end-stage renal disease benefits.
$248 per month for individuals who are not eligible for premium-free Part A and have 30–39 quarters 
of Medicare-covered employment.
$451 per month for individuals who are not eligible for premium-free Part A and have fewer than 30 
quarters of Medicare-covered employment.

Hospital care $1,156 deductible for days 1–60 each benefit period.
$289 per day for days 61–90 each benefit period.
$578 per “lifetime reserve day” after day 90 each benefit period (up to 60 days over lifetime).

Skilled nursing facility care $0 for the first 20 days each benefit period.
$144.50 per day for days 21–100 each benefit period.
All costs for each day after day 100 in the benefit period.

Home health care $0 for home health care services.

Hospice care $0 for hospice visits. Up to a $5 copay for outpatient prescription drugs.

Blood All costs for the first 3 pints (unless donated to replace what is used).

Note: A benefit period begins the day a beneficiary is admitted to a hospital or skilled nursing facility and ends when the beneficiary has not received hospital or skilled 
nursing care for 60 days in a row. If the beneficiary is admitted to the hospital after one benefit period has ended, a new benefit period begins and the beneficiary 
must again pay the inpatient hospital deductible. There is no limit to the number of benefit periods. Part A cost sharing increases over time by the same percentage 
update applied to payments to inpatient hospitals and adjusted to reflect real change in case mix.

Source: Centers for Medicare & Medicaid Services 2012b.
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T A B L E
1–2 Premiums and cost-sharing requirements for Part B services in 2012

Category Amount

Premiums $99.90 per month: All beneficiaries with incomes below the thresholds shown below or with 
premiums paid by state Medicaid programs or Medicare Savings Programs.

$139.90 per month:  Single beneficiaries with incomes between $85,001 and $107,000.
 Couples with incomes between $170,001 and $214,000.

$199.80 per month: Single beneficiaries with incomes between $107,001 and $160,000.
 Couples with incomes between $214,001 and $320,000.

$259.70 per month: Single beneficiaries with incomes between $160,001 and $214,000.
 Couples with incomes between $320,001 and $428,000.

$319.70 per month: Single beneficiaries with incomes above $214,000.
 Couples with incomes above $428,000.

Deductible The first $140 of Part B–covered services or items.

Physician and other  
medical services

20% of the Medicare-approved amount for physician services, outpatient therapy (subject to limits), 
and durable medical equipment.

Outpatient hospital services A coinsurance or copayment amount that varies by service, projected to average 21% in 2012. These 
rates are scheduled to phase down to 20% over time. No copayment for a single service can be more 
than the Part A hospital deductible ($1,156 in 2012).

Mental health services 40% of the Medicare-approved amount for outpatient mental health care. This coinsurance rate is 
scheduled to phase down to 20% by 2014. 

Clinical laboratory services $0 for Medicare-approved services.

Home health care $0 for home health care services.

Durable medical equipment 20% of the Medicare-approved amount.

Blood All costs for the first 3 pints, then 20% of the Medicare-approved amount of additional pints (unless 
donated to replace what is used).

Note: Medicare began phasing in income-related premiums over a three-year period beginning in 2007. As of 2012, higher income individuals pay monthly premiums 
equal to 35 percent, 50 percent, 65 percent, or 80 percent of Medicare’s average Part B costs for aged beneficiaries, depending on income. Normally, all 
other individuals pay premiums equal to 25 percent of average costs for aged beneficiaries. About 5 percent of Medicare beneficiaries currently pay the higher 
premiums. For individuals paying standard premiums, an increase in Part B premiums cannot exceed their cost-of-living adjustments in Social Security benefits. The 
Part B deductible changes over time by the rate of growth in per capita spending for Part B services.

Source: Centers for Medicare & Medicaid Services 2012b.
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Medicare Advantage plans

Supplemental coverage for beneficiaries 
with low incomes 

6

T A B L E
1–3 Distribution of Medicare beneficiaries’ cost-sharing liability in 2009

Range of cost-sharing  
liability per beneficiary

Percent of FFS  
beneficiaries

Average amount of cost-sharing  
liability per beneficiary

$0 6% $0
$1 to $135 (2009 Part B deductible) 3 85
$136 to $499 34 289
$500 to $999 19 713
$1,000 to $1,999 16 1,456
$2,000 to $4,999 16 3,048
$5,000 to $9,999 4 6,869
$10,000 or more 2 15,536

Note: FFS (fee-for-service). Amounts reflect cost sharing under FFS Medicare—not what beneficiaries paid out of pocket. Most beneficiaries have secondary insurance that 
covers some or all of their Medicare cost sharing. Beneficiaries included in this analysis were enrolled in both Part A and Part B for the full year and not enrolled in 
private Medicare plans. 

Source: MedPAC based on data from CMS.
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OOP maximum

Design issues for reforming Medicare’s 
benefit

T A B L E
1–4 Benefits offered under standard medigap policies in 2012

Benefit

Plan type

A B C D F

F  
(high  

deductible) G K L M N

Part A hospital costs up to an additional 365 
days after Medicare benefits are used up

3 3 3 3 3 3*
($2,070)

3 3 3 3 3

Part B cost sharing for other than preventive 
services

3 3 3 3 3 3 3 3**
(50%)

3**
(75%)

3 3**
($20/$50)

Blood (first 3 pints) 3 3 3 3 3 3 3 3** 
(50%)

3**
(75%)

3 3

Hospice care cost sharing 3 3 3 3 3 3 3 3 
(50%)

3 
(75%)

3 3

SNF coinsurance 3 3 3 3 3 3

(50%)
3

(75%)
3 3

Part A deductible 3 3 3 3 3 3 3

(50%)
3

(75%)
3

(50%)
3

Part B deductible 3 3 3

Part B excess charges 3 3 3

Foreign travel emergency (up to plan limits) 3 3 3 3 3 3 3

Note: SNF (skilled nursing facility). Insurers began offering standard Plan M and Plan N in June 2010. 
 * High-Deductible Plan F pays the same benefits as Plan F after one has paid a calendar year deductible of $2,070 in 2012. Out-of-pocket expenses for this 

deductible are expenses that would ordinarily be paid by the policy. These expenses include the Medicare deductible for Part A and Part B but do not include the 
plan’s separate foreign travel emergency deductible. 

 ** Plan K and Plan L require the insured to pay 50 percent and 75 percent, respectively, of cost-sharing payments other than cost sharing for extended hospital 
stays. After meeting an out-of-pocket limit of $4,660 in Plan K or $2,330 in Plan L, the plan pays 100 percent of Medicare cost sharing for covered services for 
the rest of the calendar year. Plan N has set dollar amounts that beneficiaries pay in lieu of certain Part B coinsurance payments ($20 for office visits and $50 for 
emergency room visits).

Source: Centers for Medicare & Medicaid Services 2012a.
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Deductibles for Part A and Part B services

9
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Copayments for services above the 
deductible
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Evidence on effects of cost sharing

Effects of cost sharing on the Medicare 
population

(continued next page)
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Evidence on effects of cost sharing (continued)
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Overall cost of the benefit design

Mitigating the effects of first-dollar coverage
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Regulatory approach
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Additional charge on supplemental policies
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Public supplemental plan
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Commission’s views on FFS benefit 
design reform
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Illustrative benefit package

16 

T A B L E
1–5 Illustrative benefit package

FFS benefit package
Illustrative package keeping 
beneficiary liability neutral

Out-of-pocket maximum $5,000 per year
Part A & Part B deductible $500 per year
Hospital (inpatient) $750 per admission
Physician $20 PCP/$40 specialist visit

$100 advanced imaging
Part B drugs 20% coinsurance
Outpatient hospital $100 per visit
Skilled nursing facility $80 per day
Durable medical equipment 20% coinsurance
Hospice 0% coinsurance
Home health care $150 per episode*

Note: FFS (fee-for-service), PCP (primary care physician). 
*For simplicity, we modeled the $150 copayment per episode considered by 
the Commission in 2011 as a 5 percent coinsurance on home health services. 
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Distributional impacts

Spending impacts

T A B L E
1–6 Budgetary effects of the illustrative benefit package, 2009

Percent keeping  
supplemental coverage

Percent change in Medicare  
program spending in 2009

Revenue offset generated 
by 20% additional charge

Net percent change in  
Medicare program spending

100% +1.0% –1.5% –0.5%
75% 0.0 –1.0 –1.0
50% –1.5 –0.5 –2.0
0% –4.0 0.0 –4.0

Note:  Numbers are rounded to the nearest 0.5 percent. Beneficiaries included in this analysis were enrolled in both Part A and Part B for the full year in 2009 and not 
enrolled in private Medicare plans or Medicaid. We estimated a one-year snapshot of relative changes in Medicare program spending, compared with the actual 
spending in 2009, if the illustrative benefit package had been in place. Additional charge on supplemental insurance represents revenue to the program and is 
shown as a decrease in program spending. These estimates do not represent a budgetary score, which would take additional factors into account.

Source: MedPAC based on data from CMS.

F IGURE
1–1 Changes in Medicare out-of-pocket  

spending under the illustrative  
benefit package, 2009 

Note: Beneficiaries included in this analysis were enrolled in both Part A and 
Part B for the full year in 2009 and not enrolled in private Medicare plans 
or Medicaid. We assumed no change in supplemental coverage among 
beneficiaries who currently have supplemental coverage. Out-of-pocket 
spending excludes Part B premium.

Source: MedPAC based on data from CMS.
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T A B L E
1–7 More beneficiaries would be better off with an out-of-pocket maximum over time

Full-year fee-for-service beneficiaries who had: 2009 2006–2009

1 or more hospitalizations 19% 46%
2 or more hospitalizations 7 19

$5,000 or more in annual cost-sharing liability 6 13
$10,000 or more in annual cost-sharing liability 2 4

Note:  Includes beneficiaries who were enrolled in fee-for-service Medicare for four full years, from 2006 to 2009. Excludes those who had any months of private 
Medicare plan enrollment.

Source: MedPAC based on data from CMS.
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R E C O M M E N D A T I O N  1

The Congress should direct the Secretary to develop and 
implement a fee-for-service benefit design that would 
replace the current design and would include:

an out-of-pocket maximum;

deductible(s) for Part A and Part B services;

replacing coinsurance with copayments that may vary 
by type of service and provider;

secretarial authority to alter or eliminate cost sharing 
based on the evidence of the value of services, 
including cost sharing after the beneficiary has reached 
the out-of-pocket maximum;

no change in beneficiaries’ aggregate cost-sharing 
liability; and

an additional charge on supplemental insurance.

Changes in Medicare out-of-pocket spending and supplemental premium  
under a 20 percent additional charge on supplemental insurance, 2009

Note: Beneficiaries included in this analysis were enrolled in both Part A and Part B for the full year in 2009 and not enrolled in private Medicare plans or Medicaid. 
We assumed four different levels in take-up rates among beneficiaries who currently have medigap insurance: 100%, 75%, 50%, and 0%. Out-of-pocket spending 
excludes Part B premium. The change in supplemental premium includes the 20% additional charge on supplemental insurance. Percentages may not sum to 100 
due to rounding.

Source: MedPAC based on data from CMS.
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Beneficiary and supplemental insurer
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R A T I O N A L E  1

I M P L I C A T I O N S  1

Spending
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Kaiser 

Endnotes
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Repeated medical history and diagnostic 
tests 

Polypharmacy 

Consequences of poor care coordination

1 
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Unnecessary emergency department use 
and hospital readmissions

Reasons for poor care coordination

Payment policies 

 

Lack of tools to communicate effectively 
across settings and providers

Inconsistent medical information and poor 
communication 

Poor transitions or hand-offs between 
settings and providers
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Embedded care manager models 
Guided Care® and the AetnaSM  

Care coordination: Models and types



39 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  and  t h e  Hea l t h  Ca r e  De l i v e r y  S y s t em  |  J u ne  2012

T A B L E
2–1 Illustrative models of care coordination

Model name Principles Responsible entity 

Practice transformation models

Chronic care model Six principles of chronic care delivery for transforming physician offices: 
community resources and policies, health care organization, self-
management support, delivery system design, decision support, clinical 
information systems.

Medical practice

Medical home Medical home model generally follows seven principles: a personal 
physician, a physician-directed medical practice, a whole person 
orientation, care that is coordinated and integrated, quality and safety, 
enhanced access to care (such as open scheduling and off-hours access), 
and payment reform to reflect the added value of a medical home. 

Medical practice

Embedded care manager models

AetnaSM case manager model Case manager helps manage patient care by communicating with the 
patient and the clinical staff. 

Nurse case manager funded by 
Aetna and placed in medical 
practices 

Guided Care® model Eight clinical activities of Guided Care: assessment, planning, 
chronic disease self-management, monitoring, coaching, coordinating 
transitions, educating and supporting caregivers, and accessing 
community resources. 

Guided Care nurse placed in 
primary care medical practice 

Transitions models

Care Transitions Intervention® Intervention focused on patient activation and self-care, assistance with 
medication self-management, assistance with medical record owned 
and maintained by the patient to facilitate cross-site information transfer, 
follow-up with primary or specialty care, and identification of worsening 
condition and development of responses.

Transition coach works with the 
patients and their families.

Transitional Care Model© Comprehensive discharge planning in the hospital and home follow-
up by advanced practice nurses. Transitional care nurse develops an 
evidence-based plan of care, visits patient in the hospital, conducts 
home visits, and attends first follow-up visit with primary care physician. 
Active engagement of patients and caregivers and coordination with 
other medical staff involved in the patient’s care. 

Advanced practice nurses trained 
in the transitional care model 

External care manager models

Community health teams Provider practices link to community health teams to help them provide 
coordinated care. Intervention integrating health team with providers, 
frequently interacting with patients, and facilitating transitions and 
access to community resources.

Health teams in the community 
that work with medical practices. 
Teams can include care 
coordinators, nurses, and social 
supports.

Disease management Generally a telephone-based intervention focused on patient education 
and activation, monitoring of clinical symptoms, and evidence-based 
practice.

Disease management 
organizations that communicate 
directly with the patient 

Source: Boult et al. 2009, Coleman 2003, Congressional Budget Office 2004, Naylor et al. 2011, Patient-Centered Primary Care Collaborative 2007, and Thorpe and 
Ogden 2009.
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Elements of team-based care 

Palliative care

Annals of Internal Medicine

Transitions models 
©

® 

External care manager models 
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Community-based care transitions program

Medical homes

Social service supports

Upcoming CMS initiatives 

Independence at home demonstration
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Design of recent Medicare care coordination 
demonstrations

Medicare Health Support 

Health care Innovation Challenge

Care coordination demonstrations in 
FFS Medicare 
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Medicare Coordinated Care Demonstration 

The Medicare care coordination 
demonstrations had modest overall results, 
but some findings are worth pursuing

Very limited effects on Medicare spending—Overall, 

Medicare Care Management for High-Cost 
Beneficiaries demonstration 

McCall 
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Case study: The most successful program had 
deep institutional support and undertook 
extensive planning 

Programs evolved—

Sporadic improvement in clinical quality or 
outcomes—

p
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T A B L E
2–2 Potential evidence of a reduction in hospitalizations in  

Medicare care coordination demonstrations

Change in  
hospitalizations

Point-value estimate 
 indicates reduced  

Medicare spending? 

Point-value estimate  
indicates reduced  

Medicare spending  
when fees  

were included?Percentage p value

Medicare Coordinated Care Demonstration
Georgetown University –24% 0.07 Yes Yes
Health Quality Partners –11 0.19 Yes No
Mercy Medical Center –17 0.02 Yes No

Care Management for High-Cost Beneficiaries demonstration
Care Level Management

Original sample, months 18–29 –6 0.11 No No
Supplemental sample –6 0.05 Yes No

Health Buddy Consortium
Supplemental sample –26 0.02 Yes Yes

Massachusetts General Hospital
Original sample, months 7–18 –24 0.00 Yes* Yes*
Original sample, months 25–36 –19 0.01 Yes* Yes*
Supplemental sample –24 0.04 Yes* Yes*

Village Health
Original sample, months 7–18 –10 0.07 Yes Yes

Medicare Health Support
Aetna –6 0.04 Yes No

Note: *Statistically significant at 5 percent.

Source:  Bott et al. 2009, McCall and Cromwell 2011, McCall et al. 2010a, McCall et al. 2010b, McCall et al. 2010c, McCall et al. 2010d, McCall et al. 2011a, McCall 
et al. 2011b, Nelson 2012.
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Case study: Two programs with different 
designs were moderately successful at reducing 
admissions because they emphasized similar 
features 

Case study: Lower hospitalization rates do not 
necessarily lead to lower program spending 

Case study: Promising models were not always 
able to recruit enough participants 
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Challenges of establishing an effective 
care coordination intervention

More evidence on care coordination models 
is warranted

Case study: Findings from the Medicare 
demonstrations can shape future interventions for 
the Medicare population

 

Case study: Programs changed over time to 
improve results for later groups
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Challenges specific to the Medicare program 

Applicability in different settings 

Applying a promising intervention in a 
system that has not been designed to 
accommodate it is unlikely to work
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Patient engagement and activation 

Retaining beneficiaries 

Care coordination and Medicare 
payment policy

Identifying beneficiaries in need of care 
coordination 
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Improving communication 

C

Improving communication when many 
providers are involved

Emphasizing team-based care—The medical 

Establishing a beneficiary-owned medical 
record—

(continued next page)
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Improving communication (continued) 

Improving communication when a 
beneficiary’s condition worsens 

■
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Establishing additional billing codes for care 
coordination 

Paying a provider’s office a per beneficiary 
payment for care coordination
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Using payment policy to pay for outcomes 
resulting from coordinated care 

Payment reforms that could change the 
incentive for coordinated care 

Paying an outside entity a per beneficiary 
payment for care coordination 

Transitional care payment
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■

Conclusion 
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Endnotes
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Care coordination programs 
for dual-eligible beneficiaries

C H A P T E R    

Chapter summary In this chapter
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Program of All-Inclusive Care for the Elderly (PACE)—

Dual-eligible special needs plans (D–SNPs)—
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Discussion of CMS demonstrations on integrated care programs—CMS is 
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Introduction

1
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Analyses of the Program of All-Inclusive 
Care for the Elderly

Background on the PACE program

Commission reports on dual-eligible beneficiaries

T
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Characteristics of PACE enrollees

Medicare payments to PACE providers
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Results from panel on opt-out enrollment strategy for dual-eligible beneficiaries 

I

Care coordination—

Member-centered programs—

Benefit packages that meet beneficiaries’ needs—

Consumer representation—

High quality—

(continued next page)
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Results from panel on opt-out enrollment strategy for dual-eligible beneficiaries 

Beneficiary choice—

Plan assignment—

Access to providers and services—Panelists 

Monitoring and oversight—

■
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Key findings from site visits

Care management key principles consistent with 
other integrated care programs 

Quality measures

Rural PACE grant program

Methodology of analyses of the PACE 
program
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Slight alterations to the PACE model in rural sites

Rural providers retain core PACE model

Strong reliance on the day care center 
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Enrollment barriers

Reaching enrollment goals helps PACE sites 
become profitable, but enrollment is generally 
slow 



75 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  and  t h e  Hea l t h  Ca r e  De l i v e r y  S y s t em  |  J u ne  2012

Financial operations of the PACE sites 

Starting up a PACE site

Increasing enrollment by permitting beneficiaries 
younger than 55 to enroll 
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PACE programs’ quality of care 

Evidence from the literature that PACE results in 
improved quality of care

Medicare payments and flexibility in use of Medicare 
funds 

Many sites successfully balance enrollees’ needs and 
costs and have positive margins
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Lack of available data on quality for PACE 
providers 
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Improving PACE

R E C O M M E N D A T I O N  3 - 1

The Congress should direct the Secretary to improve the 
Medicare Advantage (MA) risk-adjustment system to more 
accurately predict risk across all MA enrollees. Using the 
revised risk-adjustment system, the Congress should direct 
the Secretary to pay Program of All-Inclusive Care for the 
Elderly providers based on the MA payment system for 
setting benchmarks and quality bonuses. These changes 
should occur no later than 2015.

Medicare spending on PACE 



79 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  and  t h e  Hea l t h  Ca r e  De l i v e r y  S y s t em  |  J u ne  2012

R E C O M M E N D A T I O N  3 - 2

After the changes in Recommendation 3-1 take effect, 
the Congress should change the age eligibility criteria for 
the Program of All-Inclusive Care for the Elderly to allow 
nursing home–certifiable Medicare beneficiaries under the 
age of 55 to enroll.

R A T I O N A L E  3 - 2

R A T I O N A L E  3 - 1

I M P L I C A T I O N S  3 - 1

Spending 

Beneficiary and provider
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I M P L I C A T I O N S  3 - 3

Spending 

Beneficiary and provider

I M P L I C A T I O N S  3 - 2

Spending 

Beneficiary and provider

R E C O M M E N D A T I O N  3 - 3

After the changes in Recommendation 3-1 take effect, the 
Secretary should provide prorated Medicare capitation 
payments to Program of All-Inclusive Care for the Elderly 
providers for partial-month enrollees.

R A T I O N A L E  3 - 3
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I M P L I C A T I O N S  3 - 4

Spending 

Beneficiary and provider

R E C O M M E N D A T I O N  3 - 5

The Congress should direct the Secretary to publish select 
quality measures on Program of All-Inclusive Care for the 
Elderly (PACE) providers and develop appropriate quality 
measures to enable PACE providers to participate in the 
Medicare Advantage quality bonus program by 2015.

R A T I O N A L E  3 - 5

R E C O M M E N D A T I O N  3 - 4

After the changes in Recommendation 3-1 take effect, 
the Secretary should establish an outlier protection policy 
for new Program of All-Inclusive Care for the Elderly sites 
to use during the first three years of their programs to 
help defray the exceptionally high acute care costs for 
Medicare beneficiaries. 

The Secretary should establish the outlier payment caps 
so that the costs of all Chapter 3 recommendations do 
not exceed the savings achieved by the changes in 
Recommendation 3-1.

R A T I O N A L E  3 - 4
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6

Characteristics of SNP enrollees

This 

I M P L I C A T I O N S  3 - 5

Spending 

Beneficiary and provider

Analyses of dual-eligible special needs 
plans 

Background on SNPs
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Health Outcomes Survey 

D–SNPs’ and FIDE–SNPs’ quality of care

D–SNPs’ quality of care is mixed 

Quality measures

Healthcare Effectiveness Data and Information Set 

®

Consumer Assessment of Healthcare Providers and 
Systems

®
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Medicare spending on D–SNPs and FIDE–
SNPs 

FIDE–SNPs perform better than other SNPs on a 
limited number of quality measures 
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CMS demonstrations on integrated care 
programs

Evaluation and expansion of the models 
tested under the demonstrations

Flexibility to use Medicare funds to cover 
nonclinical services 
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State demonstrations to integrate care for 
dual-eligible individuals

Outstanding issues with the CMS 
demonstrations

Financial alignment models
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Ensuring beneficiary protections during the 
demonstrations

Scope of the demonstrations 

individuals with severe mental illness, individuals with 
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Passive enrollment  

Plan experience



89 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  and  t h e  Hea l t h  Ca r e  De l i v e r y  S y s t em  |  J u ne  2012

Additional issues to address 

Taking upfront savings from the capitation rates 
and allocating those savings—

Risk-adjustment methodology and flexibility 
with Medicare funds—

Data collection and evaluation methodology—CMS 
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Endnotes
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Issues for risk adjustment  
in Medicare Advantage

C H A P T E R    

Chapter summary

Improving payment accuracy of the CMS–hierarchical 
condition category model

In this chapter

Medicare and the MA 
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Other issues for MA risk adjustment
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1 

 CMS 
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Evidence that MA enrollees tend to be 
lower cost than FFS beneficiaries
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Improving predictive accuracy of the 
CMS–HCC model
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R

R

The R

R  

R

Adding socioeconomic variables does not 
improve predictive accuracy of CMS–HCC 
model

T A B L E
4–1 Adding indicators of race and  

measure of income has little effect on  
predictive accuracy of CMS–HCC model

Predictive ratio

Category
Standard 

model
Race/income 

model

Specific conditions
Diabetes 1.00 1.00
COPD 1.01 1.01
CHF 0.99 0.99
Cancer 0.99 0.99
Mental illness 1.00 1.00
Schizophrenia 1.00 1.00
AMI 1.03 1.02
Unspecified stroke 1.01 1.00
All strokes 1.01 1.00

Number of conditions
0 0.94 0.94
1 1.02 1.02
2 1.03 1.03
3 1.03 1.02
4 1.02 1.02
5 or more 0.98 0.98
8 or more 0.95 0.94

Note: CMS–HCC (CMS–hierarchical condition category), COPD (chronic 
obstructive pulmonary disease), CHF (congestive heart failure), AMI 
(acute myocardial infarction). We determined the number of conditions by 
counting the number of HCCs a beneficiary maps into. Both models use 
one year of diagnosis data to determine beneficiaries’ conditions.

Source: MedPAC analysis of 5 percent standard analytic claims files and 5 percent 
Medicare denominator file.
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R

R  is 

Using two years of diagnosis data stabilizes 
risk scores and improves predictive accuracy

Including number of conditions improves 
predictive accuracy
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T A B L E
4–2 Adding number of conditions to  

CMS–HCC model improves predictive  
accuracy for beneficiaries  

who have many conditions

Predictive ratio

Category
Standard 

model
Conditions 

model

Specific conditions
Diabetes 1.00 1.00
COPD 1.01 1.01
CHF 0.99 0.99
Cancer 0.99 0.99
Mental illness 1.00 1.00
Schizophrenia 1.00 1.00
AMI 1.03 1.03
Unspecified stroke 1.01 1.01
All strokes 1.01 1.00

Number of conditions
0 0.94 1.00
1 1.02 1.00
2 1.03 1.00
3 1.03 1.00
4 1.02 1.00
5 or more 0.98 0.99
8 or more 0.95 1.00

Note: CMS–HCC (CMS–hierarchical condition category), COPD (chronic 
obstructive pulmonary disease), CHF (congestive heart failure), AMI 
(acute myocardial infarction). We determined the number of conditions by 
counting the number of HCCs a beneficiary maps into. Both models use 
one year of diagnosis data to determine beneficiaries’ conditions.

Source: MedPAC analysis of 5 percent standard analytic claims files and 5 percent 
Medicare denominator file.

T A B L E
4–3 Beneficiaries who had chronic  

condition on claim in 2007  
often did not have same  

condition on claim in 2008

Of those with condition 
coded in 2007,  

percent who did not have  
it coded again in 2008 

Condition category
FFS  

Medicare MA program

Diabetes 12.9% 10.9%
COPD 33.8 29.9
CHF 37.9 34.4
Kidney failure 35.4 28.9
Stroke 56.7 59.0
Quadriplegia/paraplegia 58.7 62.3

Note: FFS (fee-for-service), MA (Medicare Advantage), COPD (chronic 
obstructive pulmonary disease), CHF (congestive heart failure).

Source: MedPAC analysis of 2007 and 2008 risk score files from Acumen, LLC, 
and 2006 and 2007 Medicare denominator files from Acumen, LLC.
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Issues related to financial neutrality 
between FFS Medicare and the MA 
program

Including number of conditions and using 
two years of diagnosis data have the 
benefits of both

T A B L E
4–4 Using two years of diagnoses  

in CMS–HCC model improves  
predictive accuracy for beneficiaries  

who have many conditions

Predictive ratio

Category
Standard 

model
Two-year 

model

Specific conditions
Diabetes 1.00 1.00
COPD 1.01 1.01
CHF 0.99 1.00
Cancer 0.99 0.99
Mental illness 1.00 0.96
Schizophrenia 1.00 1.00
AMI 1.03 1.02
Unspecified stroke 1.01 1.01
All strokes 1.01 1.01

Number of conditions
0 0.94 0.92
1 1.02 1.00
2 1.03 1.02
3 1.03 1.03
4 1.02 1.03
5 or more 0.98 1.00
8 or more 0.95 0.97

Note: CMS–HCC (CMS–hierarchical condition category), COPD (chronic 
obstructive pulmonary disease), CHF (congestive heart failure), AMI 
(acute myocardial infarction). We determined the number of conditions 
by counting the number of HCCs a beneficiary maps into. The standard 
model uses one year of diagnosis data to determine beneficiaries’ 
conditions, the two-year model uses two years of diagnosis data.

Source: MedPAC analysis of 5 percent standard analytic claims files and 5 percent 
Medicare denominator file.

T A B L E
4–5 Adding measures for number  

of conditions and using two years  
of diagnoses in CMS–HCC model improves  

predictive accuracy for beneficiaries  
who have many conditions

Predictive ratio

Category
Standard 

model
Combined 

model

Specific conditions
Diabetes 1.00 1.00
COPD 1.01 1.01
CHF 0.99 1.00
Cancer 0.99 0.99
Mental illness 1.00 0.95
Schizophrenia 1.00 1.00
AMI 1.03 1.02
Unspecified stroke 1.01 1.01
All strokes 1.01 1.01

Number of conditions
0 0.94 1.01
1 1.02 1.00
2 1.03 1.00
3 1.03 1.01
4 1.02 0.99
5 or more 0.98 0.99
8 or more 0.95 1.00

Note: CMS–HCC (CMS–hierarchical condition category), COPD (chronic 
obstructive pulmonary disease), CHF (congestive heart failure), AMI 
(acute myocardial infarction). We determined the number of conditions 
by counting the number of HCCs a beneficiary maps into. The standard 
model uses one year of diagnosis data to determine beneficiaries’ 
conditions, the combined model uses two years of diagnosis data.

Source: MedPAC analysis of 5 percent standard analytic claims files and 5 percent 
Medicare denominator file
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Methods used in regression analysis

(continued next page)
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Should MA risk scores be adjusted for 
regional differences in service use?

Methods used in regression analysis (continued)

■
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Should CMS use FFS or MA data to estimate 
the CMS–HCC model?

Addressing regional differences in risk 
scores due to differences in service use
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Differences in coding between FFS Medicare 
and the MA program
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Serving rural  
Medicare beneficiaries
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Chapter summary In this chapter
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Gathering information from focus groups, surveys, and 
Medicare claims
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Beneficiaries’ use of services and satisfaction with access are 
similar in rural and urban areas
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Quality of care is similar in rural and urban areas for most 
services, though urban hospitals tend to have better outcomes
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Rural payments are adequate and financial performance is 
similar in rural and urban areas
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In some cases special payments are warranted, but in others 
they are not well targeted 

Guiding principles to evaluate rural access, quality, and special 
payments 

Principles of access to care for rural Medicare beneficiaries
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Principles of quality of care in rural areas
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Principles of payment adequacy and special payments to rural 
providers
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Description of the rural Medicare beneficiary 
population

Background information on rural 
Medicare beneficiaries

Defining categories of rural counties

T A B L E
5–1  Rural groups, UICs, number of counties, and number of  

fee-for-service Medicare beneficiaries in each group

Rural/urban group UICs Number of counties
Number of beneficiaries 

(in millions)

Metropolitan (urban) 1 & 2 1,089 28.0
Rural micropolitan 3, 5, & 8 675 4.8
Rural adjacent 4, 6, & 7 666 2.1
Rural nonadjacent 9, 10, 11, & 12 711 1.5

Note: UIC (urban influence code). Metropolitan (urban) counties contain an urban cluster of 50,000 or more people, rural micropolitan counties contain a cluster of 
10,000 to 50,000 people, rural adjacent counties are adjacent to urban areas and without a city of at least 10,000 people, and rural nonadjacent counties are 
not adjacent to an urban area and do not have a city with at least 10,000 people.

Source: 2009 Beneficiary Annual Summary File.
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Access to health services by rural 
Medicare beneficiaries

1 There is 
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T A B L E
5–2 Health and demographic characteristics of Medicare beneficiaries, 2008

Metropolitan 
(urban)

Rural  
micropolitan

Rural  
adjacent

Rural  
nonadjacent

Demographic (predisposing) characteristics
Age

Mean age (years) 71.8 70.7* 69.8* 72.3
64 or younger 16.7% 18.7% 22.2%* 14.4%
65–74 34.5 37.2 36.9 38.4
75–84 33.7 32.0 30.5 34.7
85 or older 15.1 12.1* 10.8* 12.6

Female 54.8% 52.4% 54.4% 55.2%

Race
White 82.0% 87.6%* 89.2%* 94.7%*
African American 11.6 6.2* 8.0* 1.8*
Asian 1.9 0.4 0.2 0.2
Other 4.5 5.9 2.6 3.3
Hispanic** 7.5 2.8* 2.8* 2.1*

Education
Less than high school 23.9% 31.5%* 42.4%* 29.6%*
High school graduate 57.9 55.7* 52.2* 59.2*
College graduate 10.7 7.5* 3.5* 7.0*
Postgraduate 7.4 5.3* 1.9* 4.2*

Number in household
Live alone 32.1% 33.1% 32.4% 29.6%
One other person 49.3 50.5 51.5 55.0
Two or more other people 18.6 16.4 16.2 15.4

Served in armed forces 24.2% 24.8% 21.4% 22.8%

Enabling characteristics
Medicaid (dual eligibles) 19.3% 20.6% 25.2%* 18.4%

Usual source of care 95.3% 94.5% 94.7% 96.0%

Currently working 12.3% 12.3% 8.0%* 12.7%

Health (need) characteristics
Self-rated health

Excellent 15.0% 13.7%* 9.8%* 14.6%
Very good 27.7 26.9* 23.7* 28.3
Good 31.9 31.1* 33.0* 31.8
Fair/poor 25.5 28.3* 33.6* 25.4

Any ADL limitations 31.4% 35.4%* 23.3%* 28.4%*
Arthritis 53.5 56.3 55.7 60.5*
Broken hip 3.8 4.1 3.6 3.0
Cancer 18.1 18.4 16.5 18.4
Dementia 2.7 2.4 2.7 2.3
Depression 15.9 18.9* 15.3 15.6
Diabetes 24.0 24.8 21.4 22.6

HCC risk score 1.01 0.97* 0.96* 0.95*

Note: ADL (activity of daily living), HCC (hierarchical condition category). States well represented in Medicare Current Beneficiary Survey sample of rural adjacent areas 
include: AL, KY, MI, TN, TX, WV, reflecting areas primarily in the southeastern region of the United States. Very few individuals were from CA, IL, MO, NV, OK, 
SC, WI. States represented in rural nonadjacent counties are: IA, MI, MO, OH, PA, TN, TX. Metropolitan (urban) counties (n = 10,035) contain an urban cluster of 
50,000 or more people, rural micropolitan counties (n = 2,101) contain a cluster of 10,000 to 50,000 people, rural adjacent counties (n = 686) are adjacent to 
urban areas and without a city of at least 10,000 people, and rural nonadjacent counties (n = 571) are not adjacent to an urban area and do not have a city with 
at least 10,000 people. (N = 13,393.)

 * The difference between that rural category and metropolitan areas is statistically significant at a 95 percent confidence level. 
 ** Beneficiaries who identify their origin as Hispanic may be any race.

Source: Medicare Current Beneficiary Survey, 2008. HCC risk scores are from CMS.
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Guiding principles for rural access to care

Analyses conducted to examine accessSummary of findings on service use and 
satisfaction

T A B L E
5–3  Rural areas have fewer  

physicians per capita

Per 1,000 people:

Type of region
Primary care 
physicians Specialists

Range:
CBSA urban areas 0.3 to 3.5   0.3 to 10.7
State-wide rural 0.5 to 1.3 0.3 to 2.1

Mean:
Metropolitan (urban) 1.1  1.6
Rural micropolitan 0.7  0.7
Rural adjacent 0.5 0.2
Rural nonadjacent 0.7 0.3
Frontier 0.6 0.3

Note: CBSA (core-based statistical area). Metropolitan (urban) counties contain 
an urban cluster of 50,000 or more people, rural micropolitan counties 
contain a cluster of 10,000 to 50,000 people, rural adjacent counties 
are adjacent to urban areas and without a city of at least 10,000 people, 
rural nonadjacent counties are not adjacent to an urban area and do not 
have a city with at least 10,000 people, and frontier counties have 6 or 
fewer people per square mile. CBSA urban areas (n = 361); state-wide 
rural (n = 48).

Source:  MedPAC analysis of Area Resource File data from the AMA masterfile for 
2008. 
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Physician supply and economic challenges in 
rural areas 

F IGURE
5–1 Share of the population in  

poverty varies by region

Note:  Poverty levels are not adjusted for costs of living. Poverty rates are for all 
citizens, but U.S. Department of Agriculture research indicates a similar 
rural/urban poverty gap for senior citizens.

Source: Economic Research Service 2011, analysis of the Census Bureau’s 2011 
Current Population survey.
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T A B L E
5–4 Physician supply and economic challenges

Characteristic

Rural  
compared with 

urban areas

Share of state-wide  
rural areas below the  
median urban area

Primary care physician supply Lower 90%
Specialist supply Lower  98
Income per capita* Lower 79 
Percent of population with a college degree Lower  83
Percent of population above poverty line* Similar  58
Percent of population with a high school or greater education Similar  54 
Rates of insurance for under 65 Similar  58 
Share of FFS beneficiaries with supplemental coverage (e.g., medigap) Similar  58 

Note: Income per capita data are from 2006.  
*Not adjusted for the cost of living.

Source:  2010 rates of supplemental Medicare insurance or Medicare Advantage plan membership are from CMS. Other data are from the 2008 Area Resource File. Data 
for physician supply and poverty rates are 2007 data, education is 2000 rates. Rates of insurance for under 65 population are from 2005 and reported in the 
Area Resource File.

T A B L E
5–5 Rates of private supplemental insurance among Medicare beneficiaries

Total
Metropolitan 

(urban)
Rural  

micropolitan
Rural  

adjacent
Rural  

nonadjacent

Medicare only 10.2% 9.4% 11.2% 16.2% 9.7%
Dual eligibles 19.7 19.1 20.9 24.3 17.5
Employer-sponsored insurance 39.4 41.8 33.6 31.5 36.8
Medigap/other 30.8 29.7 34.4 28.1 36.0

Note: Metropolitan (urban) counties contain an urban cluster of 50,000 or more people, rural micropolitan counties contain a cluster of 10,000 to 50,000 people, rural 
adjacent counties are adjacent to urban areas and without a city of at least 10,000 people, and rural nonadjacent counties are not adjacent to an urban area and 
do not have a city with at least 10,000 people,

Source: Medicare Current Beneficiary Survey, Cost and Use Files, 2007.
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Rural volumes of care are similar 
to urban volumes of care, but large 
regional differences exist

T A B L E
5–6 Regional variations are generally  

larger than rural/urban differences

Per beneficiary per year:

Region

Visits to  
physician office 
or outpatient 

facility
Hospital  

admissions

Range:
CBSA urban areas 7 to 14 0.19 to 0.46
State-wide rural 7 to 13 0.19 to 0.47

Mean:
Metropolitan (urban)  10.1 0.33
Rural micropolitan  10.7 0.34
Rural adjacent  10.4 0.35
Rural nonadjacent  10.7 0.35
Frontier   9.8 0.31

Note: CBSA (core-based statistical area). Metropolitan (urban) counties contain 
an urban cluster of 50,000 or more people, rural micropolitan counties 
contain a cluster of 10,000 to 50,000 people, rural adjacent counties 
are adjacent to urban areas and without a city of at least 10,000 people, 
rural nonadjacent counties are not adjacent to an urban area and do not 
have a city with at least 10,000 people, and frontier counties have 6 or 
fewer people per square mile. 

Source:  MedPAC analysis of beneficiary-level Medicare spending from the 2008 
Beneficiary Annual Summary File and Medicare inpatient claims for all 
beneficiaries with Part A or Part B coverage.
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Use of post-acute care varies by levels of 
rurality

T A B L E
5–7 Urban and rural service use rates are similar  

within states, but wide regional variation exists

Urban service use/ 
national average

Rural service use in the state/ 
national average 

National average 1.005 0.984

Low-use regions
   Honolulu, HI 0.76 0.75
   Madison, WI 0.86 0.86
   Billings, MT 0.96 0.90

High-use regions
   Monroe, LA 1.30 1.29
   Oklahoma City, OK 1.16 1.15
   Dallas, TX 1.19 1.14

Note:  Service use is per capita of inpatient, outpatient, physician, post-acute, durable medical equipment, and hospice services among fee-for-service beneficiaries in 
each region adjusted for the patient’s health status. Regions are defined as metropolitan statistical areas for urban counties and rest of state nonmetropolitan areas 
for nonurban counties. 

Source: MedPAC analysis of beneficiary-level Medicare spending from the Beneficiary Annual Summary File and Medicare inpatient claims data, 2008.
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T A B L E
5–8 Levels of acute inpatient and post-acute care use in rural areas  

are similar to urban, but wide regional variation exists

Relative acute inpatient use Relative post-acute care use

Urban Rural* Urban Rural* 

Urban and rural averages as a share of the national average 0.99 1.02 1.01 0.95

Range for urban MSAs and rural state-wide areas 0.8 to 1.2 0.8 to 1.2 0.3 to 3.2 0.5 to 2.2

Low-use regions
   Honolulu, HI 0.89 0.83 0.48 0.53
   Madison, WI 0.94 0.98 0.77 0.67
   Billings, MT 1.00 0.98 0.63 0.65

High-use regions
   Monroe, LA 1.11 1.16 2.20 2.19
   Oklahoma City, OK 1.09 1.14 1.47 1.47
   Dallas, TX 1.00 1.06 1.81 1.54

Note:  MSA (metropolitan statistical area). Service use is per capita service use among fee-for-service beneficiaries in each region adjusted for the patient’s health status. 
Regions are defined as MSAs for urban counties and rest of state nonmetropolitan areas for nonurban counties. Post-acute care includes skilled nursing facilities, 
swing bed, home health care, inpatient rehabilitation facilities, and long-term care hospitals.

 *In the rural areas of the state.
   
Source: MedPAC analysis of beneficiary-level Medicare spending from the 2006–2008 Beneficiary Annual Summary File and Medicare inpatient claims.

T A B L E
5–9 Skilled nursing facility and home  

health service volume in rural areas

Per capita per year:

Region
Skilled nursing 

facility days
Home health 

episodes

Range:
CBSA urban areas 0.5 to 3.1 0.01 to 1.29 
State-wide rural 0.8 to 2.8 0.03 to 0.52 

Mean:
Metropolitan (urban) 2.1 0.15
Rural micropolitan 1.9 0.14
Rural adjacent 1.9 0.16
Rural nonadjacent 1.8 0.15
Frontier counties 1.4 0.08

Note: CBSA (core-based statistical area). Skilled nursing facility days include 
skilled nursing days in hospital swing beds. Metropolitan (urban) counties 
contain an urban cluster of 50,000 or more people, rural micropolitan 
counties contain a cluster of 10,000 to 50,000 people, rural adjacent 
counties are adjacent to urban areas and without a city of at least 10,000 
people, rural nonadjacent counties are not adjacent to an urban area and 
do not have a city with at least 10,000 people, and frontier counties have 
6 or fewer people per square mile. 

Source:  MedPAC analysis of 2008 Beneficiary Annual Summary File data and 
home health claims data.
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